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So we say that the public from long 
communion with these huge trans- 
actions now takes them as a matter of 
course, but without fully understand- 



ing that it is the wonderful working 
of the Federal Reserve System which 
makes us commercially and finan- 
cially what we are. 



Eligibility for Discount 

By Chables L. Powell 
Counsel for Federal Reserve Bank of Chicago 



THE kind and character of paper 
which the Federal Reserve Banks 
may discount for member banks is 
in broad general terms defined in Sec- 
tion 13 of the Federal Reserve Act. 
It is there provided that the Federal 
Reserve Banks, upon the endorsement 
of member banks, may discount for 
them: (1) notes, drafts and bills of ex- 
change issued or drawn for agricultural, 
industrial or commercial purposes, or 
the proceeds of which have been used 
or are to be used for such purposes; 
(2) acceptances of banks of the charac- 
ter and kind described in the Act. 

The Federal Reserve Board, by the 
same section of the Act, is given the 
right to determine or define the char- 
acter of paper made eligible for dis- 
count within the meaning of the 
Act; and, the Board in the exer- 
cise of this statutory right has, from 
time to time, promulgated a series of 
regulations for the guidance of the 
Federal Reserve Banks and member 
banks. These regulations, while not a 
part of the statute, having been made 
and promulgated by a lawfully consti- 
tuted body, have the force and effect of 
law. 1 As is said by the Supreme Court 
of the United States, in United States 
v. Clark, "the Legislature cannot dele- 
gate its powers to make a law, but it 
can make a law to delegate a power to 

1 United States v. Grimaud, 220 U. S. 506; 
Dasterbignes Case, 122 Fed. 30; United States v. 
Clark, 143 U. S. 664. 



determine some fact or state of things, 
upon which the law makes, or intends 
to make, its own action depend." Ac- 
cordingly, the regulations made by the 
Federal Reserve Board defining, apply- 
ing and limiting the character of paper 
eligible for rediscount must be read as 
part of the Act. 

Geneeal Limitations on Eligibility 

The limitations on eligibility for dis- 
count, as provided by the Act and the 
regulations of the Board, are directed 
to (1) the maturity of the paper and 
(2) its source of origin, or the purposes 
for which it is to be used. The lan- 
guage used by the Act in respect to the 
latter is modeled upon many prior pro- 
posals for legislation and was mani- 
festly for the purpose of avoiding the 
use of bank funds in two general 
classes of transactions, that is to say, in 
speculative transactions and in trans- 
actions involving capital investments. 

The reason for these two provisions 
of the Act — the one relating to the 
origin or purpose of the note or bill and 
the other to its short maturity — is 
found in the recognized necessity of 
keeping the assets of the bank liquid at 
all times and thus readily available to 
meet the demands of commerce and 
trade. 

It was expected, and the operation of 
the Act has proved it to be the case, that 
a large part of the banking resources of 
the nation would find its way into the 
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Reserve Banks. It was, and is, un- 
thinkable, from a scientific standpoint, 
that these resources should be tied up 
in long-time investments, or in invest- 
ments permanent in their nature. It 
is the very essence of the Federal Re- 
serve System that its funds must be in- 
vested in short-time securities, which, 
in theory at least, are self-liquidating. 

Board Definitions of Eligible 
Paper 

Regulations of the Federal Reserve 
Board have been promulgated and put 
into effect, clarifying, amplifying and 
explaining the language of the Act, 
keeping in view at all times the broad 
general provision of the Act that in- 
vestments must be of short maturity 
and must have arisen out of commer- 
cial transactions. These regulations 
have been revised from time to time. 
The last revision was put out under 
date of October 6, 1920. 2 This revi- 
sion was amended May 6, 1921 . s 

The Board's regulations define with 
particularity promissory notes, drafts, 
bills of exchange, trade acceptances, 
six months' agricultural paper and 
bankers' acceptances eligible for dis- 
count, but the definitions thus pro- 
mulgated by the Board are well within 
the usual definitions found in the Ne- 
gotiable Instruments Acts of the vari- 
ous states, so far as such acts deal with 
similar instrumentalities of commerce. 

In addition to definitions of such 
ordinary instruments, a trade accept- 
ance is defined as "a draft or bill of 
exchange, drawn by the seller on the 
purchaser of goods sold, and accepted 
by such purchaser." 

Six months' agricultural paper is de- 
fined as "a note, draft, bill of exchange 
or trade acceptance, the proceeds of 
which have been used, or are to be 
used, for agricultural purposes, in- 

2 Federal Reserve Bulletin, 6: 1179. 

3 Ibid., 7: 545. 



eluding the breeding, raising, fattening 
or marketing of live stock, and which 
has a maturity at the time of discount 
of not more than six months, exclusive 
of days of grace." 

Commercial and Agricultural 
Purposes Defined 

Under the regulations, paper may 
be eligible because issued or drawn for 
an agricultural or commercial purpose, 
or it may be eligible because the pro- 
ceeds have been, or are to be, used for 
an agricultural or commercial purpose. 
The purchase and sale of goods of any 
character is a commercial transaction 
from the standpoint of the seller, and 
the note of a buyer given to the seller 
in payment for articles purchased is a 
note which has been " issued or drawn 
for a commercial purpose." 

The use of the proceeds of a note to 
purchase goods for re-sale is a com- 
mercial purpose, even though the ar- 
ticles purchased will be permanent 
investments in the hands of the final 
purchaser; and, accordingly, the note of 
a dealer, discounted by him at a local 
bank, to provide funds to purchase 
articles for re-sale, may be eligible for 
discount as commercial paper, irre- 
spective of the character of the arti- 
cles purchased; but a note of a farmer 
discounted by bim at his local bank to 
provide funds with which to purchase 
articles for agricultural uses, is eligible 
or ineligible for discount according to 
the character of the articles. If the 
articles are in the nature of permanent 
or fixed investments, then it is not 
eligible; but if, on the other hand, they 
are articles for agricultural uses and 
have to be replaced from time to time, 
the farmer's note is eligible for dis- 
count as agricultural paper. 

The distinction between agricul- 
tural paper and commercial paper is 
important in several respects: Agri- 
cultural paper having a maturity of 
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six months may be eligible, while 
commercial paper to be eligible can 
have a maturity of but three months; 
a farmer's note given in payment for 
articles or commodities to be used by 
the farmer for agricultural purposes is 
agricultural paper; but the purchase 
and sale of agricultural products is a 
commercial and not an agricultural 
transaction, and a note given to a 
farmer for agricultural products grown 
by him, is eligible, if at all, as com- 
mercial paper. 4 

Long-Time Funds and Government 
Bonds 

The Board's regulations, following 
the provisions of the Act, provide for 
the discount by Federal Reserve 
Banks of such notes, drafts, bills of 
exchange, trade acceptances, six 
months' agricultural paper and bank- 
ers' acceptances of short maturity and 
of commercial origin referred to there- 
in, but such regulations, following and 
expressing the spirit of the Act, pro- 
vide that a note, draft, or bill of ex- 
change, the proceeds of which have 
been used for permanent or fixed in- 
vestments, such as lands, buildings, 
machinery and other capital purposes, 
or which have been used, or are to be 
used, for investments of purely specu- 
lative character, or for the lending to 
some other borrower, shall not be eli- 
gible for discount. 

Both the provisions of the Act and 
the regulations of the Board make 
eligible for discount obligations issued 
or drawn for the purpose of carrying 
or trading in bonds and notes of the 
government of the United States, 
when such obligations are of proper 
maturity. Further, the Federal Re- 
serve Act was, in effect, amended by 
the War Finance Corporation Act, ap- 
proved April 5th, 1918, whereby ob- 
ligations of appropriate maturity, as 
* Ibid., 6: 1302. 



defined by the Federal Reserve Act, 
when secured by bonds of the War 
Finance Corporation, are made eligible 
for discount. However, notes, drafts 
or bills issued or drawn for the purpose 
of carrying or trading in other stocks 
and bonds are not eligible for discount. 

Strict negotiability of instruments of 
commerce is one of the prime requisites 
of paper eligible for discount by a 
Federal Reserve Bank. This is for the 
reason that a member bank must en- 
dorse paper tendered for discount, not 
only for the purpose of placing the title 
thereof in the Federal Reserve Bank, 
but also for the purpose of assuming all 
the responsibilities of an endorser upon 
negotiable paper. To the end that such 
liability of member banks, as endorser, 
be preserved, the instrument tendered 
for rediscount must be strictly nego- 
tiable within the meaning of the law 
applicable to commercial paper in the 
particular jurisdiction. 

The Federal Reserve Board has pro- 
mulgated rules for the determination 
of the eligibility of paper for discount, 
which rules have to do merely with the 
method to be pursued by the Federal 
Reserve Banks in ascertaining the ulti- 
mate facts as to whether or not the 
paper is eligible under the provisions of 
the Act and the regulations of the 
Board; but such regulations are evi- 
denciary in effect and have to do, not 
with the eligibility of the paper, but 
merely with the method of procedure 
in ascertaining its eligibility. 

Commercial and Agricultural 
Paper Eligible for Discount 

Notes secured by mortgage, if other- 
wise eligible, may be discounted. 5 In- 
asmuch as notes payable "on or be- 
fore" a given date are negotiable 
within the meaning of the Negotiable 
Instruments Act, in force in most of 

5 Ibid., 2: 679. 
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the states, and under the Law Mer- 
chant, such notes are eligible for dis- 
count. 6 The assignment of an open 
account is not negotiable, and is not 
eligible for rediscount. 7 

A bill of exchange drawn by the 
seller on the purchaser of advertising 
space and accepted by such purchaser 
is a trade acceptance and is eligible for 
discount. 8 The note of a farmer held 
by a member bank, given for the pur- 
pose of assisting the farmer to produce 
a crop or to fatten his cattle, is eligible 
for discount if of proper maturity, 
whether or not secured by mortgage. 9 
A note drawn for commercial purposes, 
otherwise eligible for rediscount, is not 
ineligible because it is secured by a 
mortgage on real estate. 10 The notes 
of a water works company, the pro- 
ceeds of which have been, or are to be 
used to provide funds for the pay roll, 
purchase of coal and the like, are eligi- 
ble for discount. 11 The note of a pack- 
ing company, the proceeds of which are 
used for the purchase of live stock for 
slaughter is not "based on live stock" 
within the meaning of Section 13 and 
is not eligible for discount if it has a 
maturity in excess of 90 days. 12 A 
certificate of participation in a note, 
which, itself, is eligible for discount, is 
not eligible. 13 Water sold by an irriga- 
tion company to farmers and delivered 
through the company's ditches may be 
classed as "goods sold," within the 
meaning of the Board's regulations and 
a note representing the agreed pur- 
chase price thereof is eligible for dis- 
count. 14 Natural gas actually sold and 
delivered is "goods sold" and a trade 
acceptance covering such is eligible for 
discount. 15 
The note of the owner of property 

* Federal Reserve Bulletin, 2: 894. 
7 Ibid., 2:227. u Ibid., 8: 527. 

» Ibid., 3: 116. a Ibid., 3:616. 

» Ibid., 3: 378. 13 Ibid., 3: 949. 



which is to be developed or built 
up, the proceeds of which note have 
been, or are to be used by him to pay 
for the work of developing or building, 
is not eligible for discount, but the note 
of an owner given in good faith to the 
contractor in actual payment of mate- 
rial and services furnished by him for 
the owner, may be considered tech- 
nically eligible for discount as paper, 
the proceeds of which have been or are 
to be used for commercial or industrial 
purposes. 16 

Collateral notes of Federal Farm 
Loan Banks, secured by farm loan 
bonds or the note of a Joint Stock 
Land Bank, secured by its own bonds, 
are not eligible for discount. 17 Federal 
Farm Loan Bank bonds are not eligible 
for discount, and are not, accordingly, 
eligible as collateral for member 
banks. 18 A note, secured by paper eli- 
gible for discount, is not itself eligible 
for discount unless its proceeds have 
been used, or are to be used, for indus- 
trial, agricultural or commercial pur- 
poses. 19 Under the present definitions 
of a trade acceptance, it seems that a 
draft drawn for an insurance premium 
would not be eligible for discount. 20 
The note of a farmer given for a tractor 
to be used on his farm may be dis- 
counted as agricultural paper. 21 A 
note given by a farmer for the purchase 
price of a commodity can be classed as 
agricultural paper eligible for redis- 
count when having a maturity in excess 
of ninety days, if the maker is to use 
the commodity for agricultural pur- 
poses, regardless of whether the note is 
discounted by the maker or the en- 
dorser; but if not intended for such use, 
then the paper is eligible for discount 
as commercial paper, if having a matu- 
rity not in excess of ninety days. 22 



10 Ibid., 3: 458. 



15 Ibid., 4: 435. 



11 IbidyG :9i<). 



16 Ibid., 6: 699. 

17 Ibid., 6: 609. 

18 Ibid., 4: 33. 



! Ibid. 



19 Ibid., 4: 108. 

20 Ibid., 4: 309. 

21 Ibid., 4: 309. 
4:312. 
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A member bank having acquired 
eligible paper in due course from a 
non-member bank may discount such 
paper with a Federal Reserve Bank. 23 
A note, the proceeds of which is used 
for tilling or draining farms, may be 
classed as agricultural paper and is 
eligible for discount. 24 A note of a non- 
member bank, secured by notes of the 
government of the United States, and 
given for the purpose of carrying or 
trading in such notes of the United 
States, is eligible for discount when 
presented by a member bank. 25 A 
member bank may obtain the discount 
of its paper secured by government 
bonds for a period as long as ninety 
days, by acting through another mem- 
ber bank, although a member bank, 
acting alone, may not tender its col- 
lateral note to the Federal Reserve 
Bank for a longer period than fifteen 
days. 26 Silos are permanent improve- 
ments, and notes given for their pur- 
chase are not eligible for discount. 27 
Where a railroad company purchases 
supplies and accepts the draft of the 
seller and the seller discounts the draft 
with a member bank, such draft is 
eligible for discount. 28 The six months' 
maturity privilege as applied to agri- 
cultural paper does not apply to the 
sales a manufacturer of implements 
makes to a dealer for re-sale to a 
farmer. 29 The actual sale of goods, and 
not what is generally termed a con- 
ditional sale, must be the basis of a 
trade acceptance. 30 

A draft drawn to cover the purchase 
price of goods sold, plus the cost of 
installing those goods, is eligible for 
discount. 31 A note is not eligible for 
discount as commercial paper unless 
made and endorsed by a party to the 

» Ibid., 4: 520. « Ibid., 4: 971. 

M Ibid., 4 : 743. *« Ibid., 4 : 974. 

25 Ibid., 4: 743. 2» Ibid., 4: 1118. 

26 Ibid., 4: 863. 3 ° Ibid., 5: 964. 

31 Ibid., 4: 310. 



commercial transaction, out of which 
it arises. 32 This is but another way of 
saying that the proceeds must be used 
in the first instance for a commercial 
purpose by the borrower. It is merely 
emphasizing the thought that paper to 
be eligible, must be issued or drawn un- 
der such circumstances that, in the 
normal course of business, there will 
automatically come into existence a 
fund available to liquidate each piece 
of paper, that fund being the final 
proceeds of the transaction out of 
which the paper arose. 

A note of a grain dealer or other pur- 
chaser of grain, given to a grower for 
grain purchased for re-sale, is commer- 
cial paper and is to be discounted as 
such, even though the grower subse- 
quently discounts the note and uses 
the proceeds for an agricultural pur- 
pose. The same principle applies to a 
draft drawn by the grower, and ac- 
cepted by the purchaser, in whole or in 
part payment for grain purchased for 
re-sale. 33 Here is brought into play the 
rule that the transaction out of which 
an instrument arises in the first in- 
stance determines its classification, irre- 
spective of any transaction in which 
the instrument may be subsequently 
negotiated. 

A note given for the purchase of a 
motor truck by a farmer is clearly held 
to be eligible for discount, as agricul- 
tural paper, but notes or trade accept- 
ances given in the purchase of motor 
trucks of a corporation engaged in the 
business of furnishing motor trans- 
portation are not eligible for discount, 
as such trucks represent in a large ex- 
tent the corporation's capital invest- 
ment. 34 

Paper, the proceeds of which are to 
be used to make loans to third parties, 
is finance paper rather than commercial 
or agricultural paper and is not eligible 

32 Ibid., 7: 1079. » Ibid., 7: 1199. 

34 Ibid., 7:191. 
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for discount. 35 Where a cold storage 
company uses the proceeds of its notes 
to make advances to customers who 
have placed their goods in the com- 
pany's warehouse to be sold by the 
company for the account of the cus- 
tomers, and the customers give the 
storage company their notes for the 
amount of these advances, and as se- 
curity for such notes, pledge the ware- 
house receipts, and the storage com- 
pany pledges the customers' notes and 
the warehouse receipts as collateral for 
their own notes, such notes are not 
eligible for discount. 36 Growers' drafts 
accepted by cooperative marketing as- 
sociations are eligible for discount with 
Federal Reserve Banks, as agricultural 
paper, and may have a maturity not in 
excess of six months. 37 The note of an 
irrigation company cannot be classed 
as agricultural paper, but a farmer's 
note, given to an irrigation company in 
payment for a supply of water, may be 
regarded as agricultural paper. 38 

Notes of corporations or associations 
engaged in packing and marketing 
fruits should not be classed as agricul- 
tural paper, but as commercial paper, 
and such notes are eligible when their 
maturities do not exceed ninety days. 
The business of such corporations or 
associations in the marketing of fruits 
is a commercial business rather than 
an agricultural business. 39 

The Function of Bankers' 
Acceptances 

As already noted, Federal Reserve 
Banks may discount, for their member 
banks, bankers' acceptances. A bank- 
ers' acceptance is defined by the regu- 
lations of the Federal Reserve Board as 
"a draft or bill of exchange, whether 
payable in the United States or abroad, 
and whether payable in dollars or some 

85 Federal Reserve Bulletin, 6: 1176. 

86 Ibid., 7: 308. 38 Ibid., 7: 964. 

87 Ibid., 7: 1199. 3 » Ibid., 7:1312. 



other money, of which the acceptor is a 
bank or trust company, or a firm, per- 
son, company or corporation engaged 
generally in the business of granting 
bankers' acceptance credits." 

The practice of banks to make ac- 
ceptances is practically as old as the 
business of banking, but the practice 
never came into modern use in the 
United States until after the enact- 
ment of the Federal Reserve Act. 
Prior to that Act the average American 
bank merely collected the idle funds of 
the community and loaned them and 
its own funds to its customers. The 
bank loaned capital and not credit. 
On the other hand, the chief merit and 
the distinguishing feature of European 
banking systems, especially in England, 
France and Germany, was found in the 
bank acceptances by which those banks 
loaned their credit. They standard- 
ized bills of exchange and added new 
power to them, so that by virtue of 
their credit quality these bills became, 
part of the circulating credit of the 
country. The European banks found 
the acceptance to be the cheapest form 
of credit instrument. It did not de- 
plete cash holdings of the accepting 
bank and no reserve was needed to 
safeguard the risk. This acceptance 
power of European banks enabled 
them cheaply to finance export and 
import transactions and, doubtless, to 
a large extent explains why, prior to 
the Great War, all such financing was 
done by European banks to the utter 
exclusion of the American banks. 

This salutary method of financing 
transactions was grafted on our system 
by the Federal Reserve Act and follow- 
ing that Act most of the states have 
conferred the acceptance power upon 
their state banks by specific provision, 
so that the granting of acceptances 
by banks has come to be a part of 
the general banking business in this 
country. 
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The Discount and Purchase of 
Bankers' Acceptances 

The Federal Reserve Act and the 
regulations of the Federal Reserve 
Board made pursuant thereto, and the 
Acts of the various states, have safe- 
guarded the granting of acceptances by 
member banks. Indeed it may be said 
in broad general terms that bankers' 
acceptances, which have had their ori- 
gin in accordance with the limitations 
of the Act and regulations, if not of 
more than three months' maturity, ex- 
clusive of days of grace, are eligible for 
discount by Federal Reserve Banks. 

Federal Reserve Banks may dis- 
count any bill drawn by a bank or 
banker in a foreign country or depend- 
encies or insular possessions of the 
United States for the purpose of fur- 
nishing dollar exchange as provided in 
the Act and regulations of the Board, 
provided such draft has not more than 
three months' maturity, exclusive of 
days of grace. 

Bankers' acceptances, to be eligible 
for discount, may involve : (1) the ship- 
ment of goods between the United 
States and any foreign country, or be- 
tween the United States and any of its 
dependencies or insular possessions, or 
between foreign countries; (2) a ship- 
ment of goods within the United 
States; or (3) the storage of readily 
marketable staples. 

When the acceptance is based on a 
shipment of goods between the United 
States and any foreign country, or 
between the United States and any of 
its dependencies or insular possessions 
or between foreign countries, shipping 
documents covering goods in process 
of shipment need not be attached to 
the draft drawn for financing the 
transaction. Neither is it essential 
that each draft cover specific goods 
actually in existence at the time of the 
acceptance, but, in order that said 
drafts be eligible for discount, it is 



necessary either, (1) that shipping doc- 
uments or documentary export draft 
be attached at the time the draft is 
presented for acceptance, or (2) if the 
goods have not been shipped, that 
there be in existence a bona fide con- 
tract providing for the exportation or 
importation of such goods and that 
the customer agree that the accepting 
bank will be furnished in due course 
with shipping documents or with ex- 
change arising out of the transaction. 
A contract between principal and agent 
will not be considered such bona fide 
contract. 

In the case of shipment of goods 
within the United States, the regula- 
tions provide that shipping documents 
conveying security title should be at- 
tached to the draft at the time of its 
acceptance. 

A bankers' acceptance based upon 
the storage of readily marketable 
staples must be secured at the time of 
acceptance by a warehouse, terminal or 
other similar receipt, conveying secu- 
rity title to such staples, and the ac- 
ceptor must remain secured throughout 
the life of the acceptance. 

The discretion of the Board with ref- 
erence to bankers' acceptances and the 
investment therein of the Federal Re- 
serve Bank funds is probably broader 
than its discretion with reference to 
notes, drafts, trade acceptances, and 
other bills of exchange. 40 

The rule of the Board with reference 
to furnishing shipping documents in 
export or import transactions is not met 
by the furnishing of freight receipts or 
non-negotiable copies of bills of lading. 41 

Shipping documents are legally in 
the possession of an accepting bank 
when they are held by its correspond- 
ent or by some other independent 
party, as its agent, both in domestic 
and foreign transactions. 42 The period 

40 Ibid., 7: 70. « Ibid., 7: 191. 

42 Ibid., 7: 191. 
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for which drafts may be accepted in the 
first instance should be approximately 
the same as that required to complete 
the shipment and finance the transac- 
tion involved. 43 A draft drawn by an 
American exporter, covering cotton 
consigned to his European agent, may 
be eligible for discount, when shipping 
documents covering goods actually 
shipped are attached at the time the 
draft is presented for acceptance, al- 
though the goods covered by the doc- 
uments have not been sold, but are 
merely shipped on consignment to the 
agent abroad. 44 

A Federal Reserve Bank may pur- 
chase a bankers' acceptance from the 
drawer or even from the accepting 
bank, but there is no obligation upon 
a Federal Reserve Bank to purchase 
paper offered it, even though the paper 
is technically eligible. 45 Where a 
farmer draws a draft on his local bank 
for three or four months, secured by 
bills of lading covering the shipment of 
cattle to the farmer for feeding, and the 
local bank accepts the draft and the 
farmer then discounts it with another 
bank, such draft is eligible for dis- 
count if it has a maturity not in excess 
of three months. 46 

Bankers' acceptances, growing out of 
export or import transactions, having 
a maturity of not more than six 
months may be purchased in the open 
market by Federal Reserve Banks. 47 
The "shipping documents" to be fur- 
nished banks accepting drafts growing 
out of export or import transactions 
mean an order bill of lading, or a 
straight bill of lading, whichever is is- 
sued by the carrier in the particular 
case. They do not include freight re- 
ceipts or mere copies of original bills of 
lading, but these documents may be 
held by a correspondent or agent. 48 A 

43 Federal Reserve Bulletin, 7: 308. 

44 Ibid., 7: 419. "Ibid., 7: 815. 
« Ibid., 7: 699. « Ibid., 7: 545. 

a Ibid.,7:\»l. 



bankers' acceptance drawn by a coop- 
erative marketing association, secured 
by warehouse receipt covering non- 
perishable agricultural commodities 
stored in warehouses independent of 
the association, is eligible for discount. 
The acceptance of drafts, secured by 
bills of lading, for the primary purpose 
of providing the borrower with work- 
ing capital during the period required 
to manufacture and re-sell the goods 
covered by the bills of lading, is an 
abuse of a domestic acceptance privi- 
lege. 49 Drafts drawn by the purchaser 
of goods and secured at the time of 
acceptance by bills of lading covering 
the goods bought are not eligible un- 
less the proceeds are to be used to pay 
for the goods. 60 

A bankers' acceptance secured by a 
warehouse receipt covering an auto- 
mobile or automobile tires is not se- 
cured by "readily marketable staples" 
and is not eligible for discount, but an 
acceptance secured by a bill of lading 
covering an automobile or automobile 
tires in the process of shipment, pro- 
viding the acceptance otherwise com- 
plies with the terms of the law or the 
regulations of the Board, is eligible for 
discount. 61 A bankers' acceptance is 
not eligible for discount if, at the time 
of its acceptance, the period required 
for a conclusion of the transaction out 
of which the original draft was drawn, 
shall have elapsed. 62 A draft drawn 
abroad, payable in the United States in 
dollars, and secured by a warehouse 
receipt covering readily marketable 
staples stored in a warehouse in a for- 
eign country, is eligible for acceptance 
by a member bank and for discount by 
a Federal Reserve Bank, if of appro- 
priate maturity. 63 

The Federal Reserve Board has de- 
fined a "readily marketable staple" as 

49 Ibid., 6: 1301. " Ibid., 6: 65. 

50 Ibid., 3: 380; 6: 66. » Ibid., 5: 858. 

63 Ibid., 5: 740. 
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an article of commerce, agriculture or 
industry, of such uses as to make it the 
subject of constant dealings in ready 
markets, with such frequent quota- 
tions of prices as to make the price 
easily and definitely ascertainable, and 
the staple itself easy to realize upon by 
sale at any time. 64 

Under the terms of Section 13 of the 
Act, any draft or bill of exchange, 
which a member bank has the power 
to accept under the provisions of that 
section, is technically eligible for re- 
discount by a Federal Reserve Bank. 55 
An accepting bank, secured in a do- 
mestic transaction by shipping docu- 
ments or warehouse receipts, at the time 
of acceptance may release the shipping 
documents or warehouse receipts prior 
to payment, providing the draft or 
drafts accepted for one person do not 
exceed 10 per cent of the capital and 
surplus of the accepting bank. 66 Mem- 
ber banks may legally accept drafts 
drawn against them, secured by sugar 
placed in bond under transit entry and 
warehouse receipt issued by the col- 
lector in negotiable form. 67 National 
banks may not accept a draft which is 
secured by a chattel mortgage on cat- 
tle. 68 Where a dealer is engaged in 
purchasing the same character of goods 
for export and domestic use, a member 
bank accepting his draft drawn to' 
finance an export transaction should 
require proper assurance that the pro- 
ceeds of such draft will be used for the 
purchase of goods for export and that 
the acceptance will be paid out of the 
proceeds of sales of goods exported. 69 

A trust receipt in the hands of an 
accepting bank which permits the pur- 
chaser of the goods to procure control 
of the goods is not actual security, 
within the meaning of the Act. 60 One 
in the possession of a bill of lading cov- 
H Ibid., 5 : 652. «' Ibid., 4 : 520. 

66 Ibid., 5: 255. « Ibid., 4: 437. 

66 Ibid., 4: 634. » Ibid., 4: 314. 

60 Ibid., 3: 881. 



ering a domestic shipment of goods 
may not procure an acceptance thereon 
by a member bank without regard to 
the use to which the proceeds of the 
draft are to be put. There must be 
more than a casual connection between 
the drawing of the draft and the trans- 
action involved. 61 A warehouse re- 
ceipt, to be appropriate security for an 
acceptance, should be issued by a ware- 
house which is independent of the bor- 
rower. 62 Gold bars may be properly 
considered as "goods" and, accord- 
ingly, sixty day bills, when accepted 
by banks against such a shipment, 
would be eligible for discount. Ex- 
change drawn to finance a shipment of 
gold coin from the Uuited States to 
Europe or Canada, is eligible for pur- 
chase when otherwise in conformity 
with the Act and regulations. 63 

A bankers' acceptance secured by a 
bill of sale of stock on hand is not eligi- 
ble for discount. 64 A bankers' accept- 
ance secured by chattel mortgage on 
cattle is eligible for discount 65 but the 
Board has ruled that a national bank 
may not accept a draft so secured. 66 

Paper Must Be Kept Liquid 
The conservation of the strength of 
the Federal Reserve System is depend- 
ent upon the strict adherence of the 
Federal Reserve Banks to the rules 
governing the eligibility of paper for 
discount. If those rules are adhered 
to, the portfolios of the Reserve Banks 
will be filled with liquid securities ma- 
turing from day to day, thus bringing 
into the banks a continuous flow of 
money to meet the demands of com- 
merce and trade. On the other hand, 
if those rules are departed from, the 
portfolios of the banks will become 
clogged with "frozen credits," and the 
purpose for which the Reserve Banks 
were organized will be defeated. 

61 Ibid., 3 : 380. «< Ibid., 2 : 684. 

62 Ibid., 3: 30. » Ibid., 2: 65. 

63 Ibid., 3: 29. «• Ibid., 4: 309. 



